• The adult occupancy rate at community hospitals increased 1.0 percent from the first quarter of 1996 to the first quarter of 1997, a change in the pattern of declining occupancy rates observed since 1992.
• Outpatient revenues continued to increase as a share of total patient revenues at community hospitals in the first quarter of 1997. The shift from inpatient to outpatient settings has accelerated in recent years. Budget Act of 1997 P.L. 105-33) will help slow this decline and postpone the depletion of the trust fund to about 2010-9 years later than estimated prior to the new legislation.
• Despite the relatively strong growth in implied non-supervisory payrolls, the health sector trailed the non-farm private business sector as a whole in the first quarter of 1997.
• Consumer medical care prices, as measured by the Consumer Price Index (CPI), grew slower than consumer prices for all items except medical care in the first quarter of 1997, the first time this has occurred since the second quarter of 1981.
• The slow growth in prices for both hospitals and physicians' services accounts for much of the deceleration in the growth of overall medical prices in the first quarter of 1997.
INTRODUCTION
This article presents statistics on health care utilization, prices, expenses, employment, and work hours, as well as on national economic activity. These statistics provide an early indication of changes occurring in the health care sector and within the general economy. We rely on indicators such as these to anticipate and predict changes in health care sector expenditures for the most recent year. Other indicators help to identify specific reasons (e.g., increases in price inflation or declines in utilization) for health care expenditure change.
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The first nine of the accompanying tables report selected quarterly statistics and the calendar year (CY) aggregations of quarterly information for the past 4 years. Unless specifically noted, changes in quarterly statistics are shown from the same period one year earlier. For quarterly information, this calculation permits analysis of data to focus on the direction and magnitude of changes, without interference introduced by seasonal fluctuations. The last four tables in the report show base weights, annual index levels, and annual percent changes in the Input Price Indexes maintained by HCFA. The annual percent changes and the four-quarter moving average percent changes for input prices are calculated using the same procedure, namely averaging the four quarters ending with the fourth calendar quarter of the current year and dividing by the average of the four calendar quarters of the preceding year.
COMMUNITY HOSPITAL STATISTICS
Statistics from the American Hospital Association (AHA) for the first quarter of 1997, presented in Tables 1 and 2 , show that many of the trends in community hospital operations noted in 1996 continued in the first quarter of 1997. Statistics on total admissions, inpatient hospital days, and the length of hospital stays show little change in trend as community hospitals entered the new year with gradually declining rates of inpatient utilization. Similarly, rates of increase for outpatient visits and surgical operations were little changed in the first quarter. The AHA statistics on hospital revenues show that inpatient revenues fell in the first quarter of 1997, measured from the same period one year earlier. This was the first time that quarterly inpatient revenues fell from the same period one year earlier since the AHA began collecting the panel survey data. Outpatient revenues, which represent an increasing share of total patient revenues, grew slightly faster in the first quarter of 1997 than in 1996 as a whole. In general, the gradual decline in inpatient utilization and the corollary increase in outpatient visits evident in the AHA statistics in 1996, continued as community hospitals entered the new year.
The trend in overall community hospital utilization was little changed in the first quarter of 1997. Most measures of inpatient utilization continued to decrease in the first quarter of 1997, but at slightly slower rates than observed in 1996. Total admissions fell 0.1 percent in the first quarter, measured from the same period one year earlier, compared with a decline of 0.4 percent for all of the previous year. Hospital admissions per 1,000 population, essentially the rate at which people are hospitalized, also continued to decline in the first quarter of 1997, falling 1.0 percent from the same period one year earlier. The number of inpatient hospital days fell 1.8 percent in the first quarter of 1997, compared with a decline of 3.6 percent for all of 1996. Finally, the adult length of stay also continued to decline in the first quarter of 1997, falling 1.7 percent from the same period one year earlier. This compares with a decline in the adult length of stay of 3.3 percent for all of 1996. Generally, inpatient utilization continued to decline, albeit at a slightly slower rate.
The moderation in the decline in community hospital utilization is attributable to the change in the utilization patterns for the population age 65 years or older. There has been a slight pickup in hospital utilization for the aged-65-years-or-older cohort, as hospital admissions for this group increased 1.5 percent in the first quarter of 1997, measured from the same period of the previous year. Hospital admissions per 1,000 population also picked up for the 65-years-or-older group in the first quarter of 1997, as admissions per 1,000 population increased 0.7 percent. The number of inpatient days and length of hospital stays for the population aged 65 years and older continued to decline in the first quarter of 1997. However the rate of decline in these measures has slowed appreciably. In contrast, the decline in admissions, inpatient days, and length of hospital stays for the population under age 65 continued in the first quarter of 1997 at roughly the same rates observed throughout 1996.
There were two notable breaks from previously established patterns of hospital operations in the first quarter of 1997. The first of these changes in trend can been seen in the statistics on the adult occupancy rate. This measure, the ratio of the average daily hospital census to the average number of staffed beds, had been declining since the fourth quarter of 1991 (Figure 1 ). In the first quarter of 1997, the adult occupancy rate increased to 62.3 percent, after 18 quarters of decline. This decline in the occupancy rate persisted from the fourth quarter of 1991 through the third quarter of 1996 despite the efforts of community hospitals to reduce capacity by cutting the number of staffed beds. The first quarter 1997 increase in the occupancy rate is attributable to the deceleration in the decline in inpatient days which can be related to the deceleration in the decline of admissions and in the adult length of stay. Whether the reversal in the adult occupan- cy rate represents a temporary aberration in the trend of declining occupancy rates or the beginning of a new pattern in inpatient utilization will become evident as data for the remaining quarters of 1997 become available.
The second break in established pattern is evident in the rate of growth in adjusted patient days, which is an aggregate figure intended to reflect the number of days of inpatient care plus an estimate of the volume of outpatient services, expressed in units equivalent to an inpatient day in terms of the level of effort. Adjusted patient days are derived by multiplying the number of outpatient visits by the ratio of outpatient revenue per visit, to inpatient revenue per inpatient day, and adding the product to the number of inpatient days. In the first quarter of 1997, adjusted patient days increased 1.2 percent, measured from the same period one year earlier ( Figure  2 ). This increase is in contrast to the decreases posted from the second quarter of 1992 to the fourth quarter of 1996, and highlights the continuing shift from inpatient to outpatient settings.
MEDICARE TRUST FUNDS INCOME AND OUTLAYS
Health Care Indicators includes statistics on the income and outlays of the Medicare trust funds in Table 3 . Quarterly levels of the outlays and income of the HI and Supplementary Medical Insurance (SMI) trust funds fluctuate from quarter to quarter for many reasons. The variability in the quarterly trust fund data may be even greater than the quarterly variability in the other health care indicators discussed in this article (essentially price and utilization series) because of the effects of the timing of payments into and from the trust funds. The primary sources of variation in the level of outlays are the number of business days in a quarter, the timing of payments usually made the first of a month that are made early when the first day is on a weekend or legal holiday, and seasonal variation in health care utilization and costs. The sources of variation in income flows generally result from the timing of payments made to the trust funds. The timing of payroll tax withholding; settlements on self-employment taxes; and premium, interest, and general revenue payments to the funds are the primary sources of this variation.
Total Medicare outlays, the sum of Part A and Part B, were $50 billion in the first quarter of 1997. This 5.3-percent increase, measured from the same quarter of the previous year, signals a slight deceleration in total Medicare outlays in early 1997. In comparison, total Medicare outlays increased 13.0 percent in the fourth quarter of 1996, and 8.7 percent in the third quarter, both measured over the same period one year earlier.
Outlays for Medicare Part A increased 6.5 percent in the first quarter of 1997, significantly less than the 15.8-percent increase registered in the fourth quarter of 1996. Figure 3 depicts the quarterly changes in the income and outlays of the Medicare HI Trust Fund, as well as the percent change in the assets held by the fund at the end of each quarter. Generally, the growth in outlays, or benefits paid, has exceeded the growth in trust fund income in 15 of the last 21 quarters. The quarterly percent change in HI trust fund assets held, measured from the same period in the previous year, reflects the declining asset balance beginning in the third quarter of 1995 and continuing through the first quarter of 1997. The decline in the HI trust-fund assets balance had been expected and was reported in recent annual reports of the Trustees of the HI Trust Fund. The 1997 Trustees Report projects that in calendar year 1997, HI trust fund income will increase 2.2 percent, with an increase in outlays of 7.9 percent. The projected change in the HI trust asset balance for CY 1997 is -$12.8 billion, a decrease of 10 percent. Estimates based on the law in effect prior to the Balanced Budget Act of 1997 (P.L. 105-33) and using the intermediate assumptions detailed in the 1997 Trustees Report, indicated that the HI trust fund would be depleted in 2001. Recent estimates of the impact of Balanced Budget Act show that depletion of the HI trust fund is now expected to occur in 2010.
Outlays for Part B increased 3.1 percent in the first quarter of 1997, measured from the same period one year earlier, after increasing 8.4 percent in the fourth quarter of 1996. Medicare volume performance standards (MVPS) were incorporated into the physician fee schedule in 1992. These standards, designed to control growth in Medicare physician and other professional services, use performance in preceding years to set standards for the coming year. As a result, price updates for services covered by the physician fee schedule were somewhat constrained for 1997 1 . Although the volume of services, as well as outlays 1 The fee updates for 1997 were 1.9 percent, 2.5 percent, and -0.8 percent for surgery, primary care, and other services, respectively.
for Part B benefits not covered by the physician fee schedule, will also affect Part B outlays for the rest of 1997, the price constraints imposed by the MVPS should act as a brake on Part B outlays for the remaining three quarters of the year.
TRENDS IN HEALTH SECTOR EMPLOYMENT AND EARNINGS
The health sector labor force indicators consist of employment, non-supervisory employment, average weekly hours, average hourly earnings, and implied nonsupervisory payrolls (the product of nonsupervisory employment, average weekly hours, and average hourly earnings). These statistics are presented in Tables 4,  5 , and 6. By comparing the changes in the health sector labor indicators with changes in the aggregate indicators for the private non-farm business sector, we can assess the relative strength of employment and earnings growth in health services.
Private sector health care payrolls registered the strongest growth in several years during the first quarter of 1997. Implied non-supervisory payrolls for health services grew 6.4 percent in the first quarter of 1997, measured from the same period of the previous year. This was the strongest growth in implied payrolls since the second quarter of 1993. The acceleration in the growth of implied payrolls was more than accounted for by the acceleration in the growth of average weekly hours, which increased 1.1 percent from the same period of the previous year. Average weekly hours for health sector workers fell throughout 1995 and 1996. The relative strength in this component of payrolls may reflect the tightness in the labor market, as establishments, reluctant or unable to hire new workers, lengthen the work week to increase production.
Despite the relatively strong growth in implied non-supervisory payrolls, the health sector trailed the non-farm private business sector as a whole in the first quarter of 1997. As shown in Figure 4 , payroll growth for the private sector outpaced the health sector for the third consecutive quarter. In the first quarter of 1997, all three components of implied non-supervisory payrolls, non-supervisory employment, average weekly hours, and average hourly earnings, grew more rapidly in the private non-farm business sector as a whole than in the health sector. Significantly, average hourly earnings have grown more slowly in the health sector than in the private non-farm business sector in each of the last three quarters. This development parallels the change in the prices measured in the CPI for all urban families (CPI-U) and the prices of medical services measured in the CPI. Developments in the CPI measures in medical prices are discussed in the following Medical Prices section.
MEDICAL SECTOR PRICES
The first quarter of 1997 marks the first period since the second quarter of 1981 in which the CPI for medical care grew more slowly than consumer prices for all items except medical care. As shown in Figure 5 , the 1980-81 period was marked by the fastest growth in U.S. history since World War II in overall prices, mostly because of surges in energy price growth. Recently, the convergence between medical and overall consumer prices, which began in the first quarter of 1992 when overall prices HEALTH CARE FINANCING REVIEW/Fall 1997/Volume 19, Number 1 1962 1964 1966 1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 grew three times faster than medical prices, is the result of slower growth in medical prices. During this period, overall prices have increased between 2.2 and 3.1 percent over the same quarter from the previous year, with average growth of 2.7 percent. Growth in consumer medical prices, on the other hand, has decelerated rapidly, falling from 7.9 percent in the first quarter of 1992 to 2.9 percent in the first quarter of 1997. A similar trend has also occurred in the Producer Price Index (PPI) data. Growth in the PPI for health services, which has data available only since the first quarter of 1996, has decelerated from 2.5 percent in the first quarter of 1996 to 1.6 percent in the first quarter of 1997. During this same period, growth in the PPI for finished consumer goods has increased from 2.3 percent to 2.6 percent. A direct comparison between growth rates in the CPI and the PPI cannot be made because in some instances the CPI measures consumer list price changes for household out-of-pocket expenditures whereas the PPI measures transaction price changes from out-of-pocket, Medicare, Medicaid, and other third-party payers. However, the trends in the growth rates of the two surveys can be compared.
The recent deceleration in medical prices is attributable in large part to slowdowns in price growth for both hospital and physician services, as measured by both the CPI and the PPI. The CPI for hospital and related services grew at 3.8 per- cent between the first quarter of 1996 and the first quarter of 1997, the first time since the series began in 1978 that it has grown below 4.0 percent. In fact, the CPI for hospital and related services has grown at an all-time low rate in each of the last two quarters, as indicated in Figure 6 . Because of revisions to the CPI for hospital services that took effect in January 1997, detailed hospital component data will not be available until the first quarter of 1998 when a full year's worth of data is available.
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Producer prices for hospitals, however, can provide insight into where the recent slowdown in hospital price growth has occurred. The PPI for hospitals grew just 2 More information on this revision is in the December 1996 Monthly Labor Review "Revision of the CPI Hospital Services Component" by Elaine M. Cardenas.
1.2 percent in the first quarter of 1997, its slowest growth since the series began in December 1992. Both inpatient and outpatient treatment producer prices continued to decelerate in the first quarter of 1997. The deceleration was led in part by declines in the growth rates of prices paid by patients other than Medicare and Medicaid, and slowing Medicare inpatient price growth resulting from a lower Medicare hospital prospective payment system (PPS) update in fiscal year (FY) 1997 than in FY 1996.
As shown in Figure 7 , the slower growth in medical prices was also the result of the continued pattern of decelerating growth in physician prices. The CPI for physicians' services grew at 3.0 percent in the first quarter of 1997, its lowest rate of increase since the first quarter of 1973. This trend is similar to the trend in the PPI for nonMedicare treatments in offices and clinics of doctors of medicine, where growth has decelerated from 4.5 percent in the first quarter of 1995 (the first available data point) to 1.6 percent in the first quarter of 1997. Price growth in Medicare treatments in offices and clinics of doctors of medicine accelerated to 1.3 percent in the first quarter of 1997 from 0.8 percent in the fourth quarter of 1996 as a result of higher Medicare Physician Fee Schedule updates for CY 1997 as compared with CY 1996. However, the 1.3-percent growth is consistent with the low growth rate for health services producer prices, which increased 1.6 percent in the first quarter of 1997.
Given the continued deceleration in medical prices, where may medical prices be headed over the next few quarters? Some forecasters have projected price growth to accelerate slightly through 1997. However, many inputs into these services point to a continuation of a slow and steady growth trend. As explained previously in the section on trends in health sector employment and earnings, the growth in payrolls for health services has accelerated from increases in average weekly hours; average hourly earnings growth has remained virtually steady at 3.0 percent during the past 2 years. If much of the pressures from apparently tight labor markets can be absorbed in 1997 by increasing the number of hours worked per week, the lack of upward pressures on hourly wages could stabilize medical price growth for the rest of 1997. Evidence also suggests steady price growth for Medicare services in the near future. As shown in Table 10 , the major inputs into the PPS Hospital input price index, such as wages, benefits, and other expenses, are all showing steady or decelerating price growth. This is also the case with the HCFA skilled nursing facility (SNF) input price index (Table 11) , the home health agency (HHA) input price index (Table 12) , and the Medicare economic index (MEI) (Table 13), the index used to update physician payments under Medicare. Both the HHA index and MEI, however, have recently shown slight acceleration on wage price growth, a trend to watch through 1997. There also is not much indication that health care commodity prices will accelerate in 1997 as both the CPI and PPI show steady or decelerating growth in drug and medical equipment prices. The combination of these factors suggests that medical price growth may not accelerate for the remainder of 1997.
BACKGROUND INFORMATION ON DATA SOURCES AND METHODS

COMMUNITY HOSPITAL STATISTICS
Since 1963, the American Hospital Association (AHA), in cooperation with member hospitals, has been collecting data on the operation of community hospitals through its National Hospital Panel Survey. Community hospitals, which comprised more than 80 percent of all hospital facilities in the United States in 1996, include all non-Federal, shortterm general, and other special hospitals open to the public. They exclude hospital units of institutions; psychiatric facilities; tuberculosis, other respiratory, and chronic disease hospitals; institutions for the mentally retarded; and alcohol and chemical dependency hospitals.
The survey samples approximately onethird of all U.S. community hospitals. The sample is designed to produce estimates of community hospital indicators by bed size and region (American Hospital Association, 1963-96) . In Tables 1 and 2 , statistics covering expenses, utilization, beds, and personnel depict trends in the operation of community hospitals annually for 1988-96 and quarterly for 1994 forward.
For purposes of national health expenditures (NHE), survey statistics on revenues are analyzed in estimating the growth in the largest component of health care costs-community hospital expenditures. This one segment of NHE accounted for 35 percent of all health spending in 1995 (Levit et al., 1997) . The survey also identifies important factors influencing expenditure growth patterns, such as changes in the number of beds in operation, numbers of admissions, length of stay, use of outpatient facilities, and number of surgeries.
MEDICARE TRUST FUND OPERATIONS
Separate trust funds finance the operations of the two parts of the Medicare program. The HI program, or Medicare Part A, helps pay for inpatient hospital, home health, skilled nursing facility, and hospice care for the aged and disabled. The HI program is financed primarily by payroll taxes paid by workers and employers. The taxes paid each year are used mainly to pay benefits for current beneficiaries. 
PRIVATE HEALTH SECTOR: EMPLOYMENT, HOURS, AND EARNINGS
The Bureau of Labor Statistics (BLS) collects monthly information on employment for all workers, and employment, earnings, and work hours for non-supervisory workers in a sample of approximately 340,000 establishments. Data are collected through cooperative agreements with State agencies that also use this information to create State and local area statistics. The survey is designed to collect industry-specific information on wage and salary jobs in non-agricultural industries. It excludes statistics on selfemployed persons and on those employed in the military (U.S. Department of Labor, 1997a Tables 4, 5 , and 6 present statistics on employment, non-supervisory employment, average weekly hours and average hourly earnings for the private non-farm business sector and industries in health services.
NATIONAL ECONOMIC INDICATORS
National economic indicators provide a context for understanding health-specific indicators and how change in the health sector relates to change in the economy as a whole. Table 7 presents national indicators of output and inflation.
Gross domestic product (GDP) measures the output of U.S. economy as the market value of goods and services produced within the geographic boundaries of the United States by U.S. or foreign citizens or companies. Constant dollar or "real" GDP removes the effects of price changes from the valuation of goods and services produced, so that the growth of real GDP reflects changes in the physical quantity of the output of the economy. In the most recent comprehensive revision of the National Income and Product Accounts the method for removing the effects of price changes was altered. The GDP estimates are now deflated using "chainweighted" price indexes. This method replaces the previous fixed-weighted method of deflating the GDP estimates (U.S. Department of Commerce, 1996) .
PRICES
Consumer Price Indexes
The BLS publishes monthly information on changes in prices paid by consumers for a fixed market basket of goods and services. Tables 7, 8 , and 9 present information on the CPI-U that measures changes in prices faced by 80 percent of the noninstitutionalized population in the United States. (The more restrictive wage-earner CPI gauges prices faced by wage earners and clerical workers. These workers account for approximately 32 percent of the non-institutionalized population [U.S. Department of Labor, 1997b] .)
The index reflects changes in prices charged for the same quality and quantity of goods or services purchased in the base period. For most items, the base period of 1982-84 is used to define the share of consumer expenditures purchasing specific services and products. Those shares or weights remain constant in all years, even though consumption patterns of the household may change over time. This type of index is called a fixed weight or Laspeyres index.
CPIs for health care goods and services depict list price changes for out-of-pocket expenditures. The CPI for medical care services also includes an indirect measure of price change for health insurance coverage purchased directly by consumers. The composite CPI for medical care weights together product-specific or service-specific CPIs in proportion to household out-of-pocket expenditures for these items. In addition, some medical care sector indexes measure changes in list or charged prices, rather than in prices actually received by providers after discounts are deducted. In several health care areas, received or transaction prices are difficult to capture, although BLS is making advances in this area.
In the NHE, a combination of CPIs for selected medical care items, input price indexes for nursing homes, and the PPI for hospitals are used as measures of inflation for the health industry. The indexes are used to develop a chain-weighted price index for personal health care to depict price changes affecting the entire health care industry more accurately than does the overall CPI medical care index (Levit et. al, 1995) .
Producer Price Indexes
The BLS produces monthly information on average changes in selling prices received by domestic producers for their output. These prices are presented in Tables 7, 8 , and 9 as the PPI. The index is designed to measure transaction prices, and is different from the CPI, which in some cases measures list or full charge prices. The PPI is a fixed-weight or Laspeyres index, with base period weights determined by values of receipts. The base period varies among series.
The PPI consists of indexes in several major classification structures, including the industry and commodity classifications that are included in the Health Care Indicators. The PPI by industry classification measures price changes received for the industry's output sold outside the industry. PPI changes for an industry are determined by price changes for products primarily made by establishments in that industry. The industry into which an establishment is classified is determined by those products accounting for the largest share of its total value of shipments. The PPI by commodity classification measures price changes of the end product (end use or material composition). The classification system for PPI commodity groups is unique to the PPI, and is divided into fifteen major commodity groupings.
Although PPIs for medical commodities have existed for many years, PPIs for health service industries are relatively new. Most index series began in 1994; the index series for the composite health services industry did not begin until December 1994. However, the PPI for hospitals began in December 1992, providing enough data for a useful time series. The PPI for hospitals is a measure of transaction prices, or net prices received by the producer from out-of-pocket, Medicare, Medicaid, and private third-party payor sources. The PPI for hospitals should not be compared with the CPI for hospital and related services. Although other PPI and CPI series are somewhat comparable (for example, the PPI-Offices and Clinics of Doctors of Medicine and the CPIPhysicians' Services), the PPI and CPI for hospitals have important differences in survey scope and methodology. The PPI for hospitals measures price changes for the entire treatment path, measures net transaction price, includes Medicare and Medicaid, samples both urban and rural hospitals, and reflects total hospital revenue from all sources in its index weights. On the other hand, the CPI for hospitals measures price changes for a discrete sample of hospital services singly, measures published charges, excludes Medicare and Medicaid, samples only urban hospitals, and reflects only consumer out-of-pocket expenses and household health insurance premium payments in its index weights. These differences make a direct comparison between the PPI and CPI hospital services indexes inappropriate.
The PPI for the health services industry is available by detailed industry groupings. For example, general medical and surgical hospitals consist of inpatient and outpatient treatments, which in turn consist of Medicare, Medicaid, and all other patients. These patient categories consist of more detail, such as DRG groupings for Medicare. Although most of the data used to measure PPI price changes for health services are collected through a sample, there are specific instances where data are collected from both a sample and from price changes in Federal regulation. This is the case for Medicare hospital inpatient services and Medicare offices and clinics of doctors of medicine. The producer price changes in Medicare hospital inpatient services are computed from a combination of a national sample of DRGs in hospitals, DRG relative weights from the PPS final rules published in the current and historical year, and other adjustments. The producer price changes in Medicare offices of doctors of medicine are computed from a combination of a geographic area sample of payments under the HCFA Common Procedure Coding System (HCPCS), HCPCS updates from the November 22, 1996, Federal Register, and other adjustments. Because of different methodologies, these two Medicare PPIs are not comparable with the national updates computed by HCFA and published in the Federal Register.
INPUT PRICE INDEXES
In 1979, HCFA developed the Medicare hospital input price index (hospital market basket) which was designed to measure the pure price changes associated with expenditure changes for hospital services. In the early 1980s, the skilled SNF and HHA input price indexes, often referred to as market baskets, were developed to price a consistent set of goods and services over time. Also in the early 1980s, the original Medicare hospital input price index was revised for use in updating payment rates for routine costs of Medicare inpatient services. All of these indexes have played an important role in helping to set Medicare payment percent increases, and in understanding the contribution of input price increases to growing health expenditures.
The input price indexes, or market baskets, are Laspeyres or fixed-weight indexes that are constructed in two steps. First, a base period is selected. For example, for the PPS hospital input price index, the base period is 1992. Cost categories, such as food, fuel, and labor, are identified and their 1992 expenditure amounts determined. The proportion or share of total expenditures included in specific spending categories is calculated. These proportions are called cost or expenditure weights. There are 26 expenditure categories in the 1992-based PPS hospital input price index.
Second, a price proxy is selected to match each expenditure category. Its purpose is to measure the rate of price increases of the goods or services in that category. The price proxy index for each spending category is multiplied by the expenditure weight for the category. The sum of these products (weights multiplied by the price index) over all cost categories yields the composite input price index for any given time period, usually a fiscal year or a calendar year. The percent change in the input price index is an estimate of price change over time for a fixed quantity of goods and services purchased by a provider.
The input price indexes are estimated on a historical basis and forecasted out several years. The HCFA-chosen price proxies are forecasted under contract with Data Resources, Inc./McGraw Hill (DRI). Following every calendar year quarter, in March, June, September, and December, DRI updates its macroeconomic forecasts of wages and prices based on updated historical information and revised forecast assumptions. Some of the data in Tables 10  through 12 are forecasted and are expected to change as more recent historical data become available and subsequent quarterly forecasts are revised. The methodology and price proxy definitions used in the input price indexes are described in the Federal Register notices that accompany the revisions of the PPS, HHA, and SNF cost limits. A description of the current structure of the PPS input price index and the most recent PPS update for payment rates was published in the August 29, 1997, Federal Register. The latest HHA regulatory input price index was published in the July 1, 1996, Federal Register, and the latest SNF input price index was published in the October 7, 1992, Federal Register (also see the June 6, 1994, Federal Register) .
Periodically, the input price indexes are revised to a new base year so that cost weights will reflect changes in the mix of goods and services that are purchased. Each revision allows for new base weights, a new base year, and changes to certain price variables used for price proxies.
Each input price index is presented in a table with both an index level and a 4-quar¬ ter moving-average percent change. The hospital input price index for PPS is in Table 10 , the SNF input price index is in Table 11 , and the HHA input price index is in Table 12 .
MEDICARE ECONOMIC INDEX
In 1972, Congress mandated the development of the MEI to measure the changes in costs of physicians' time and operating expenses. The input price change measured by the MEI is considered in connection with the update factor for the Medicare Part B physician fee schedule under the Resource-Based Relative Value Scale (RBRVS, November 22, 1996, Federal Register), or is used as an advisory indicator by Congress in updating the fee schedule. The MEI is a fixedweighted sum of annual price changes for various inputs needed to produce physicians' services with an offset for productivity increases. Like a traditional Laspeyres index, the MEI is constructed in two steps. First, a base period is selected (1989 for the MEI), cost categories are identified, and the 1989 expenditure shares by cost category are determined. Second, price proxies are selected to match each relative expenditure category. These proxies are weighted by the category weight determined from expenditure amounts, and summed to produce the composite MEI. Unlike a traditional Laspeyres index, the compensation portion of the MEI is adjusted for productivity so both economy-wide productivity and physician practice productivity are not both included in the update, resulting in a double counting of productivity.
Forecasts of the MEI are made periodically throughout the fiscal year by DRI/McGraw-Hill for HCFA using several different sets of economic assumptions. DRI/McGraw-Hill produces 4 main forecasts of the MEI: a Presidential budget forecast in December and the Midsession Review in June based on assumptions for the Federal budget exercises, the Medicare Trustees Report forecast in February based on assumptions by the Medicare Trustees, and the Medicare Premium Promulgation forecast in August based on baseline assumptions by DRI/McGraw-Hill.
DRI/McGraw-Hill also produces forecasts of the MEI using their own economic assumptions forecast. The forecasts based on DRI/McGraw-Hill assumptions are presented in "Health Care Indicators". Much of the forecasted data changes as more recent historical data becomes available and the assumptions change.
The methodology, weights, and price proxy definitions used in the MEI are described in the November 25, 1992, Federal Register. The MEI data are presented in Table 13 as index levels and 4-quarter moving average percent changes. 1 Admissions per 1,000 population is calculated using population estimates prepared by the Social Security Administration. 2 Adjusted patient days is an aggregate figure reflecting the number of days of inpatient care, plus an estimate of the volume of outpatient services, expressed in units equivalent to an inpatient day in terms of level of effort. It is derived by multiplying the number of outpatient visits by the ratio of outpatient revenue per outpatient visit to inpatient revenue per inpatient day, and adding the product to the number of inpatient days. 3 The adult occupancy rate is calculated by the Office of National Health Statistics. The AHA does not publish this statistic. Adult occupancy rate is the ratio of average daily census to average number of beds maintained during the reporting period. 2 Includes the net cost of private health insurance, not shown separately.
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